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In the past three years, the Chilean government has reduced its foreign debt by nearly $4 billion
through its debt-equity swap program. Under the program, foreign and Chilean investors buy
foreign debt paper at the discounted price in the secondary market (about 62 cents to the dollar),
and then negotiate prepayment in pesos at a rate between nominal and market values. Foreign
investors must use the pesos in investments approved by the Central Bank. As of May 31, the
Central Bank's preliminary figures showed that the foreign debt totaled $18.58 billion, down from
$19.4 billion in 1986. (The debt total includes short-, medium- and long-term debt.) The figures do
not include $1.4 billion that the Central Bank owes the International Monetary Fund. Participants
in the debt-equity swap program include companies from many countries, including Citicorp;
Royal Dutch/Shell; Fletcher Challenge, Ltd., a New Zealand conglomerate; Carter, Holt, Harvey,
also of New Zealand; and, Ansett Transport Industries, operator of Australia's largest domestic
airline. Prepayment in pesos is currently running at 85% to 88% of nominal value. On the basis of
the official exchange rate, this provides the investor with a premium in the range of 35 to 40% over
what s/he paid for the debt paper. There is usually a gap of 5 to 7% between official and parallel
exchange rates. Recently, the differential rose to about 12%. The Central Bank prepays with 15-year
bonds, which may be traded on Chile's financial markets, while other banks prepay in cash. Of the
debt reduction thus far, a total of $1.13 billion was achieved through transactions involving foreign
investors. Chilean arbitragers account for $1.67 billion. Next, $882 million were canceled by direct
acquisition of equity in indebted domestic companies by foreign creditors. Smaller sums have been
handled via other means, such as portfolio swaps. Transactions by Chileans do not carry the large
premium that foreign investors gain. Chileans have to pay a fee to the Central Bank of 12 to 25% of
the nominal value of the debt. (Basic data from New York Times, 07/18/88)
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